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SRI LANKA - 


Unless otherwise indicated, all 
values in millions of rupees 
and represent period averages 


1980 - Rs.16.53 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant (1970) Prices 
Per Capita GNP, Current Prices 
Gross Fixed Capital Formation 
Value of Manufacturing 
Minimum Wage Indices: 
Agriculture 
Industry and Commerce 
Labor Force (million) a/ 
Avg. Unemployment Rate (%) a/ 


MONEY AND PRICES 
Money Supply (ml)(Dec. 31) 
Interest Rates: (%) 
Central Bank Discount Initial 
Penal 
Commercial Bank Loans 
Maximum 
Minimum 
Cost of Living Index (1952=100) 
Wholesale Price Index (1974=100) 


(1952=100 ) 
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KEY ECONOMIC INDICATORS 


December 31, 1980, exchange rate: 
US$1 = Rs. 


Average exchange rates per US$1 
1978 - Rs.15.61 
1979 - Rs.15.27 


1980. 


#Change 


61,807 
19,405 

4,194 
22,846 
11,048 


713.6 
527 

6.1 

15.0 


9,428 


10 12 
20-30 


21 30 

10 11 os 
252.3 318.2 26.1 
171.6 229.5 33.7 


BALANCE OF PAYMENTS AND TRADE ($ min.)b/ 


Gross External Assets (Dec. 31 
External Public Debt (Dec. 31) 
Debt Service Ratio (%) c/ 
Balance of payments d/ 
Balance of trade 
Export, FOB 

U.S. Share 
Imports, CIF 

U.S. Share 
Main imports from U.S. (1980): 


409 -35 
1,238 20.7 
13 me 
-502 -588 
-985 -106 
1,063 6.3 
107 14.7 
1,477 2,0h9 38.7 
78 90 15.4 


printing equipment 3, urea 3. 


a/ Estimated 


b/ Converted from rupees at appropriate exchange rates. 
c/ External debt service payments as a percentage of exports of goods 


and services. 


d/ Basic balance (Current Account Balance + Net Long Term Capital). 


Sources: 


Central Bank of Ceylon Annual Reports and Monthly Bulletins. 


Estimate 


1981 


TT 9259 
20,375 

5,064 
23,178 


1520 


11,596 


12 
20-30 


30 

11 
413.7 
298.4 


450 
1,550 
14 
-355 
-967 
1,221 
130 
2,188 
115 


Wheat 32, earthmoving equipment 6, aircraft 4, 





SUMMARY 


Sri Lanka continued its program of economic reforms begun in 
1977, taking important further steps in 1979 and 1980 to free 
the private sector from the weight of unnecessary government 
regulation, to reduce general consumer subsidies to make addi- 
tional resources available for investment and to provide incen- 
tives to increase production for domestic consumption and for 
export. Progress was made in major development programs with 
external public’ loans and grants received with net disbursement 
totaling about $300 million in 1980 as compared with about $246 
million in the previous year. Factories came into production 
and began exporting from the new Free Trade Zone as representa- 
tives from foreign firms came in growing numbers to explore 
opportunities for manufacturing operations in Sri Lanka. 
National output increased at a slightly lower rate than in 1979 
as the agricultural sector, which looms large in the Sri Lankan 
economy, performed below expectations. Some of the slack is 
now out of the economy, especially in manufacturing and con- 
struction. Real economic growth in 1981 is expected to be about 
5 percent. The rate of inflation picked up in 1979 but 

showed signs of easing at the end of 1980. Continued strong 
demand for credit by both the public and private sectors led the 
Central Bank to raise interest rates in 1980 and reserve 
requirements in 1981. Credit to the private sector is expected 
to remain tight throughout 1981 with preferential treatment for 
export industries. Imports increased with the growth of the 
economy and higher petroleum prices. The trade deficit widened, 
as expected in the early phase of a development effort, and the 
basic balance of payments showed a larger deficit. Economic 
activity will be closely monitored in 1981 to moderate demand 
for resources so as to dampen inflationary pressures and avoid 
further loss of foreign exchange reserves. 


For American exporters, Sri Lanka offers a growing market. 
Major development programs now coming on stream and the 
Government's import liberalization measures enhance opportuni- 
ties for the sale of U.S. products. Government policies 
encouraging production for export and providing incentives for 
foreign investment, especially in the Free Trade Zone, offer 
attractive opportunities for American investors. 


CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC BACKGROUND: Considerable progress in social develop- 
ment has been made since independence in 1948. Successive 

Sri Lankan Governments pursued generous social welfare policies, 
diverting a large share of available resources to free education 
and medical care, free and subsidized food, and subsidized 
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energy and transportation service. The literacy rate has risen 
to 85 percent and life expectancy to 67 years, the infant 
mortality rate has been reduced and population growth slowed. 
The poor were given a greater share of real income (the bottom 
40 percent of the population received 15 percent of national 
income in 1973). The living standard for the average person in 
Sri Lanka is significantly better than in most of the neighbor- 
ing countries of South Asia. 


Economic growth during the period did not match progress made 

in improving distribution of income. National product increased 
at an average annual rate of 4.4 percent during the 1960s and 

3 percent during 1970-77. Social programs stimulated consump- 
tion at the expense of domestic savings and investment. Nation- 
alizations and the creation of state corporations expanded the 
public sector, diminishing investment in the relatively more 
efficient private sector. While foreign capital was officially 
welcomed, it was deterred by uncertainty over further national- 
ization. The economic situation was aggravated by a general 
stagnation of world prices for Sri Lanka's major export products 
of tea, rubber, and coconut and the rapid increase in petroleum 
prices since 1973. Efforts to increase the production of food 
and agricultural exports were hampered by frequent droughts, 
declining commodity prices, a rising effective tax burden on 

the export sector and low producer returns. Trade policies 
discriminated against exports and encouraged import substitution. 
Overall economic policy generally was oriented toward keeping 
consumer prices low, in the process sacrificing adequate incen- 
tive for producers. Growth of the economy slowed; unemployment 
increased to over 20 percent of the labor force. 


THE NEW GOVERNMENT'S PROGRAM 


The Government that came to power in mid-1977 launched a far- 
reaching program to reform the economy and to accelerate 
economic growth. It has taken steps to free the economy from 
excessive controls, to provide enterprises with incentives to 
produce, to reduce consumer subsidies, and to increase produc- 
tion. The measures include: unification and floating of the 
exchange rate, removal of exchange controls on imports, liberal- 
ization of import licensing, elimination of government import 
monopolies, lifting of most price controls, guaranteed prices 
for certain agriculture commodities, reduction of consumer sub- 
sidies -- including old standbys: rice, sugar, flour, and 
petroleum products, increased interest rates to promote savings, 
and encouragement of foreign and domestic investment. 


The Government is concentrating on three lead programs to meet 
its medium-term development goals and to provide sources of 
guick employment: (1) acceleration of the Mahaweli Ganga 
irrigation/resettlement/hydroelectric scheme (2) an urban 
renewal and housing program, and (3) establishment of a Free 
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Trade Zone north of Colombo. Of the three, the Mahaweli project 
is by far the largest and most ambitious. As originally con- 
ceived, a series of dams would be built on the Mahaweli River 
and its tributaries over a 30-year period. Work under the 
Original plan progressed slowly; the new Government decided to 
accelerate implementation. Donor countries and international 
lending agencies have pledged assistance amounting to well over 
$800 million, but rising costs and need for additional domestic 
and foreign resources may require the Government to go a bit 
slower than it would like. In early 1981. the Government was 
engaged in an exercise to identify realistically how much of 
the program could be completed in the 1981-85 time frame. 
Implementation of remaining programs would be stretched out 
over a longer period. 


The Government has moved vigorously to undertake construction 
of 100,000 houses by 1984 under the urban renewal and housing 
programs. A new parliamentary building and two administrative 
buildings are to be built at a 600-acre site known as Kotte 
just outside Colombo. Several markets and commercial-use 
buildings have been started in Colombo. 


The first Free Trade Zone, or Investment Promotion Zone (IPZ), 
was set by the Greater Colombo Economic Commission on a 500- 
acre tract located just outside the international airport 
located about 18 miles north of Colombo. By the end of 1980, 
formal agreements had been signed for 64 projects, some 23 
factories were in production and exporting, and an additional 
5 in trial production. Total employment was more than 


10,000. 
ECONOMIC GROWTH 


Gross national product (GNP) at current prices in 1980 is 
provisionally estimated by the Central Bank at Rs. 61,807 
million ($3.7 billion), or 25 percent higher than in 1979. 

In real terms, GNP rose 5.5 percent, slightly less than in 
1979 but well above average growth over the past 20 years and 
in line with anticipated average annual growth of 6 percent 
during 1978 to 1983. 


AGRICULTURE 


FOOD: Agriculture, which accounts for about 25 percent of GNP, 
recorded a modest 3 percent growth, only slightly higher 

than the 2 percent increase in 1979. An increase of 11 
percent in paddy production and 5 percent in minor food 

crops was offset by a 10 percent fall in the output of tree 
crops (tea: 7 percent, rubber: 13 percent and coconuts: 15 
percent). Paddy production increased to 102 million bushels, 
slightly over the 1979 level, as the Yala crop increased to 

32 million bushels despite severe drought conditions in several 
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areas. The 1980 record Maha crop of 70 million bushels was 
4 percent higher than the previous season's crop. The 1981 
Maha crop (spring harvest) is at about last year's level, but 
irregular southwest monsoon rains are expected to bring the 
Yala crop (September harvest) down significantly from 1980. 


Subsidized fertilizer and the phaseout of subsidies for wheat 
flour were helpful to the farmer in offsetting declining 
margins in the face of rising costs. Sri Lanka produces 
about 88 percent of its rice requirement and about 79 percent 
of its total consumption of food grains. In 1980, the 
country imported 190,000 metric tons of rice, 361,000 metric 
tons of wheat flour, 169,000 metric tons of wheat, and 
199,000 metric tons of sugar. 


The production of coconuts, which constitute a major item 

in the domestic diet as well as being a major export crop, 
decreased by 15 percent to 2,026 million nuts. In addition 
to drought, delayed effect of the 1978 cyclone and other 
factors affecting production, producers have been discouraged 
by restrictions placed on exports (export tax and minimum 
export price) to assure adequate domestic supply. Production 
of subsidiary food crops increased following termination of 
the subsidy on wheat flour early in the year and rising prices 
for rice. The system of floor prices introduced in November 
1979 was expanded to 12 minor food crops and prices were 
raised. This new program shows promise of helping to 
stimulate greater domestic food production. Production of 
vegetables increased but farm gate prices were low and prices 
to the consumer high, suggesting inadequate storage and 
marketing facilities. 


The food stamp program that replaced the food ration system 

in September 1979 after nearly 40 years continued to be available 
to the poorer one-half of the population. Under the scheme, 
participants choose from a basket of food commodities. 

General subsidies for wheat flour and sugar were completely 

ended in February and May 1980, respectively. The phasing 

out of free and subsidized food for the entire population is 

a major accomplishment that will make greater savings avail- 

able for development programs and permit prices that will 

give more incentive to domestic food production. 


PLANTATION SECTOR 


Land reform measures taken in 1972 and 1975 limit private 
ownership of agricultural lands to 50 acres (25 acres in the 
case of paddy). The Government controls 63 percent of all tea 
landholdings, 32 percent of rubber acreage and 10 percent of 
coconut producing areas. 
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The plantation crops -- tea, rubber, and coconuts -- in 1980 
contributed about 58 percent of total export earnings and 35 
percent of total tax revenue. They employ about 40 percent 
of the paid labor force in the nongovernment sector and 
together account for about one-half of the country's culti- 
vated acreage (4.2 million acres). 


Production of each of the three tree crops showed a generally 
rising trend through the first half of the 1960s, but tea and 
coconut production started declining in the late 1960s. 
Principal causes for the decline were uncertainties that 
followed the government announcement in 1958 of the intention 
to nationalize foreign-owned tea and rubber estates, heavy 
export taxes (about 58 percent of total export receipts from 
these crops in 1980), low producer margins, inadequate 
replanting and use of fertilizer, and frequent organizational 
changes that cause management inefficiencies. 


As the country's principal foreign exchange earner and single 
most important contributor to government revenue, the tea 
industry is of critical importance. After reaching peak 
production of 227 million kilos in 1956, tea output has been 
in more or less continuous decline, registering 191 million 
kilos in 1980. Tea prices in general were favorable largely 
due to tax reduction effected in mid-1979. The production 

of the two large public sector corporations which account for 
68 percent of total tea output recorded a decline of 7 
percent in their production in 1980. Extended drought greatly 
reduced tea production in the first 6 months of 1980 and 
prevented wide scale application of fertilizer. The two 
state-owned corporations managing the nationalized plantation 
industry were brought under the direct control of the 
President from February 1980 and were later reorganized into 
eight regional corporations. Introduction of some form of 
limited private participation in management was under con- 
sideration but did not take place. Export duties on packeted 
teas and tea bags were substantially reduced to encourage 
domestic processing of tea for export. Import of tea for 
blending is permitted effective April l, 1981. 


Natural rubber production greatly expanded in the 1960s and 
then leveled off in the 1970s. Output in 1980 was about 
133 million kilos, down 13 percent from 1979. Poor weather 
conditions affected rubber production adversely. Lower 
yields are also resulting from increasingtree senility with 
small landholders reluctant to take land out of production 
for replanting because of the loss of income. The tree 
replanting subsidy covering nearly one-half of the replant- 
ing cost is generally regarded by growers to be inadequate. 
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Old trees must be replaced; they become completely uneconomic 
after 30 to 35 years. Recent production performance has been 
discouraging, but the long-term outlook for natural rubber is 
believed to be good as higher oil prices drive up the cost of 
synthetic rubber. 


Coconut production was well below the 1972 peak of 2,985 
million nuts. The low output is mainly attributable to 
extended dry weather that also serves to nullify benefits 
from increased use of fertilizer. Production registered a 
further decline in the first quarter of 1981. Local consump- 
tion increased and exports declined. Dessicated coconut, 
coconut oil, and copra are subject to heavy export duties, 
and the export of coconut oil and copra are controlled. 
Export policies that sometimes are in conflict seek to assure 
adequate domestic supplies of coconuts and coconut products 
that are an important part of the national diet and to 
maximize foreign exchange earnings and government revenues 
from export of coconut products. 


The production of minor export crops is believed to have 
declined about 4 percent. Export duties on minor export 
crops were scaled down in 1978 and then abolished in 1979 
for all but cinnamon for which demand is believed to be 
price inelastic. 


INDUSTRIAL AND MINERAL PRODUCTION 


Industrial output expanded about 6 percent in real terms, 
the lowest rate of growth in the past 3 years. Expansion 

was mainly due to increased output (31 percent) from the 
petroleum refinery following technical modifications to the 
plant in 1979 and to continuing growth of the garment indus- 
try. In 1980, refined petroleum products accounted for about 
45 percent of overall industrial production and garments 
about 8 percent. Power cuts during the second quarter 
led to a two percent decline in electric power production, 
contributing marginally to the weak overall performance of 
the industrial sector. Outmoded import substitution indus- 
tries face the task of modernizing obsolete equipment now 
more than 16 years old. They face greater competition from 
imports as the economy shifts from import substitution toward 
export-oriented development. The Greater Colombo Economic 
Commission and the Foreign Investment Advisory Committee both 
were very active during the year; the former in promoting | 
investment in industry in the Free Trade Zone and the latter 
in attracting investment outside the Zone. 





MINERALS AND CONSTRUCTION 


The mining of gems, which weigh heavily in mineral production, 
declined as measured by value of gem exports. Construction 
decelerated to 11 percent growth from 21 percent in 1979. 
Higher prices of cement and other building materials and 
periodic shortages of cement were contributing factors. 
Several foreign companies are conducting seismic surveys as 
part of their programs for exploring for petroleum offshore 
under production-sharing agreements negotiated with the 
government-owned Ceylon Petroleum Corporation in 1979, 


PRICES, WAGES AND EMPLOYMENT 


Inflation accelerated in 1980 and was cause for increasing 
concern. Estimates of inflation range from 18 percent to 32 
percent: the consumer price index showed a 25 percent 
increase for the year, the wholesale price index showed 32 
percent and the complete price index (GNP deflator) showed 
18 percent. Higher import prices were reflected in consumer 
prices after administered prices for selected food commodi- 
ties were sharply increased with elimination of general 
subsidies early in the year. A 23 percent increase in money 
supply and a 35 percent increase in government spending con- 
tributed to the inflation problem. A food stamp scheme 
introduced with the phasedown of general food subsidies 
remained in place, with no increase in nominal value of the 
stamps since the program began in September 1979. 


Real wages declined in 1980 in both the private and public 
sectors. Real wages for agricultural workers were almost 
unchanged while those for workers in industry and commerce 
fell 3 percent. Real wages for government workers fell 
almost 12 percent; real wages for teachers fell 14 percent. 
Government wages were increased Rs. 70 per month beginning 
November 1980. Social Security contributions to the 
Employees Provident Fund were increased effective January l, 
1981, with the employers contribution increasing from 9 
percent to 12 percent and the employee's contribution from 
6 percerit to 8 percent. The Government launched an 
employees' trust fund on March 1, 1981, whereby employers 
contribute 3 percent of workers monthly pay into a fund 
that will invest in existing and new public and private 
sector ventures. The two measures help improve wages with 
minimum inflationary impact. Estimates based on the 
Central Bank Consumer Finance Survey indicate that unemploy- 
ment declined from 1 million, or 24 percent of the labor 
force, in 1973 to 874,000, 15 percent of the labor force in 
1978. Job creation apparently slowed in 1980 after further 
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improvement in 1979. Unemployment at the end of 1980 is 
estimated at about 15 percent of a work force of 6.1 million, 
with a higher rate prevailing in the urban sector than in the 
rural sector. The unemployment rate is higher among females 
than males and is concentrated in the 19-25 years age group. 
About 50,000 Sri Lankans were working in Middle Eastern 
countries at the end of 1980. 


FISCAL PERFORMANCE 


The public sector's share of GNP increased from 44 percent to 
47 percent, 25 percent for recurrent expenditures and 22 
percent for capital expenditures. Recurrent expenditure as 

a percentage of GNP was about the same as in 1979 whereas the 
share of capital expenditure increased from 18 percent in 
1979. Government revenue rose by 8 percent compared with 
an increase of 25 percent in nominal GNP so that the ratio of 
revenue to GNP decreased from 25 to 22 percent. The budget 
deficit of Rs. 15,270 million in 1980, equal to about 25 
percent of GNP, was financed about 59 percent from domestic 
savings and 41 percent from foreign loans and grants. The 
1980 budget deficit was 74 percent larger than the 1979 
deficit. 


REVENUES 


Taxes on production and expenditure provided 74 percent of 
total revenues and corporate and personal income tax, 14 
percent. The foreign sector, included under production and 
expenditures, provided 46 percent of revenue -- with import 
duties furnishing 20 percent and export taxes 26 percent. 
Receipts from import duties rose 21 percent over the 1979 
level due to a substantial increase in imports. Receipts 
from exports declined slightly as taxes on tea and coconut 
exports fell 21 percent and 30 percent, respectively, as the 
Government lowered the tax in the face of rising tea produc- 
tion costs and falling prices. Receipts from tax on rubber 
products increased by 8 percent, largely because of 
higher prices. 


EXPENDITURES 


Recurrent expenditures exceeded approved budget estimates by 
22 percent, largely because of unexpected accumulation of food 
stocks after elimination of direct food subsidies, distribu- 
tion of food stamps to a larger number of people than had 
been planned in the budget, transfers to the government- 
owned bus and railroad systems to cover operating losses and 
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higher expenditures on pensions and interest on public debt 
induced by the higher rate of inflation than was anticipated. 
Capital expenditures exceeded approved budget estimates by 

37 percent and were 32 percent greater in real terms than in 
1979. Large supplementary capital expenditures authoriza- 
tions for the large-scale infrastructure Mahaweli irrigation/ 
power/resettlement program and the urban development program 
(including the new parliamentary complex at Kotte) were the 
main factors increasing capital expenditures. 


PUBLIC DEBT 


The public debt increased 46 percent over 1979 to Rs. 51,656 
million. Domestic borrowing was 57 percent of total debt. 
The proportion of public debt to GNP rose from 72 percent in 
1979 to 84 percent in 1980. Interest payments on public debt 
were 3.3 percent of GNP. 


MONETARY DEVELOPMENTS 


Money supply increased 23 percent during 1980. Main contri- 
buting factors were increases in public sector borrowing 
from the Central Bank and commercial bank credit to the 
private sector. The Government turned to the banking system 
to finance the greater part (Rs. 7 billion) of the large 
budget deficit. Government non-bank market borrowing (rupee 


funds) was lower than in 1979 because a smaller amount of 
"captive" funds was available from the National Savings Bank 
which was facing greater competition for funds from commercial 
banks and other private sector institutions. 


Gross bank credit to the private sector rose sharply by 46 
percent (30 percent in 1979) with a 67 percent increase in the 
the nongovernment, non-cooperatives component. Commercial 
bank resources increased 40 percent through the growth of 
demand and time deposits, especially the latter. The strong 
increase in domestic credit expansion was partly offset by a 
sharp decline in net external banking assets which fell 

Rs. 4 billion or 85 percent during the year. The large 
increase in bank credit to both the public and private 
sectors contributed significantly to the higher rate of 
inflation. 


The government securities rate increased to 16 percent, 
treasury bill rate to 13 percent, commercial bank lending 
rates to a range between 11 and 30 percent depending on 
security, National Savings Bank 12-month deposits to 20 
percent and Central Bank rate on advances to commercial banks 
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to 12 percent. The weighted average lending rate of commer- 
cial banks rose from 13.9 percent at the end of December 1979 
to 17 percent at the end of September 1980. 


Time and savings deposits held by the Gémmercial banks grew 
slowly during the first 4 months, compelling the banks to 
borrow more heavily from the Central Bank. In April 1980, the 
Central Bank increased penal rates on cdOmmercial bank borrow- 
ing from a range between 15 and 25 percent to a range between 
20 and 30 percent, to discourage ‘commercial banks from 
excessive use of Central Bank credit. The growth of private 
sector deposits with commercial banks accelerated after 
commercial banks raised interest rates following the Central 
Bank action. The liquidity position of commercial banks 
showed a marked improvement in the second half of the year. 
The increased cost of borrowing from the Central Bank pushed 
inter-bank call market rates to an unprecedented 25 percent 
toward the end of the year. 


With bank financing of the public sector a continuing need in 
1981, although hopefully at a lower level (perhaps Rs. 3 
billion) than in 1980, the Central Bank in May 1981 imposed 
restrictions on private sector lending and raised reserve 
requirements from 12 to 14 percent/on demand deposits and 
from 5 to 6 percent on time and savings deposits. 


The National Development Bank (NDB), jointly owned by the 
Government, Central Bank and two government-owned commercial 
banks, began operations in September 1979 to meet the needs 
of government corporations for development finance and to 
refinance loans to small and medium industry. During 1980, 
the NDB intensified its lending activities and total loans 
approved as at the end of the year stood at Rs. 364 million. 
The Asian Development Bank had under consideration a 

$10 million loan for NDB relending to small and medium 
industries to meet their foreign exchange needs. 


Approval was granted during the year for creation of seven 
foreign currency banking units (FCBU's) and all were 
established during the year. The number of FCBU's in opera- 
tion was 18 at the end of 1980. The main purpose is to 
develop offshore banking activities in Sri Lanka. FCBU's may 
accept foreign currency demand and time deposits from non- 
residents, enterprises in the Free Trade Zone or residents 
with special approval. Three foreign banks opened branches 
in Colombo during 1979: Indo-Suez Bank, Bank of Credit and 
Commerce International (Overseas) ltd., and Citibank. Seven 
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additional foreign banks opened branches in Colombo during 
1980: American Express International Banking Corporation, 
Bank of America, Bank of Oman Limited, Overseas Trust Bank 
Limited, European Asian Bank, Algemene Bank Nederland N.V., 
and Habib Bank A.G. Zurich. At the end of March 1981, there 
were 22 commercial banks operating in Sri Lanka. 


BALANCE OF PAYMENTS 


The year 1980 ended with a deficit of $180 million in the over- 
all balance of payments. The trade deficit of $924 million 
was much greater than in the previous year as strong growth 
in public sector spending on development programs, an active 
private sector and higher import prices resulted in a 39 
percent increase in imports while export earnings increased 
only 6 percent. Gross receipts from tourism increased to 
$97 million as the number of foreign tourists visiting 

Sri Lanka reached 321,780. Overseas remittances from 

Sri Lankans working abroad, mainly in the Middle East, more 
than doubled to about $140 million. 


Imports of investment goods, especially transport equipment 
and machinery, and intermediate goods such as petroleum and 
fertilizer, rose more than imports of consumer goods. 


Earnings from the export of the three tree crops were nearly 
unchanged from 1979. Their share of total exports fell to 

58 percent from 65 percent in 1979. The value of tea exports 
increased 8 percent to $374 million as the quantity 
exported fell marginally and prices increased 10 percent. 
Earnings from rubber declined slightly to $156 million as 
better prices were offset by a fall in quantity exported. 

The value of coconut exports in 1980 decreased by 27 percent 

to $75 million. Receipts from the export of minor agricultural 
crops were at about the same level as in 1979. 


Receipts from industrial exports increased about 33 percent to 
$360 million. Virtually all of the increase was in petroleum 
products and garments which have high import components. Official 
foreign inflows totaled $262 million consisting mainly of 
receipts of loans under commodity, food and project aid, IMF 
Trust Fund loans and drawing of the $50 million Euro-dollar 

loans negotiated in 1979, 


The International Monetary Fund provided $39 million in June 
1980, the third drawing under the External Fund Facility 

arrangement approved in January 1979 that permits Sri Lanka 
to borrow SDRs 260.3 million (about $320 million) from June 
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1979 to June 1981. Private borrowing included loans of 
$40 million for Air Lanka and $13 million for the Ceylon 
Shipping Corporation. 


Gross external assets declined 35 percent to reach $409 
million at the end of 1980, equal to about two months of 
imports. External debt rose 27 percent to $1,369 million; 
debt service, including IMF transactions, was 12.4 percent 
of earnings from the export of goods and services. 


EXCHANGE RATE POLICY 


The exchange rate was unified in November 1977, and the rupee 
depreciated by an average of 46 percent to Rs. 16 = US$1. 
Permitted to float from that level, the exchange rate moved 
within a range of Rs. 16 and Rs. 15.28 per U.S. dollar until 
the end of 1979. In 1980, mostly during the second half of 
the year, the rupee depreciated 13.9 percent against the 
United States dollar, 19.6 percent against the pound sterling, 
2.6 percent against the Deutsche mark, 25.3 percent against 
the yen and 10.8 percent against the IMF's SDR. During the 
first half of 1981 the rupee depreciated about 4 percent 
against the dollar. It appreciated against other major 
currencies as their depreciation against the dollar was even 
greater. 


OUTLOOK FOR 1981 


Real economic growth is expected to slow to 5 percent as 
steps are taken to bring down the rate of inflation while 
liberalization measures taken since 1977 work themselves 
through the economy. The private sector will face tight 
credit conditions as the public sector preempts a large 

share of financial and real resources. Major development 
programs will move ahead, but difficulties in mobilizing 
domestic and external resources to achieve ambitious targets 
are forcing adjustments and stretching out of programs. 

World recession will make it difficult to obtain desired 
amounts of additional concessional external assistance and 
also will tend to slow growth in exports. External inflation 
will greatly add to the cost of imports of necessary capital 
and intermediate goods. Measures to contain domestic infla- 
tion running at a basic rate of about 20 percent and 
scarcities of skilled workers and construction materials 
will tend to moderate growth. Devaluation of the rupee during 
the year is unlikely to reflect the full difference in the 
domestic rate of inflation and that of Sri Lanka's major 
trading partners and will have a negative effect on producer 
returns. Plantation crops are likely to mark time with little 
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gain in producer margins and reduction of government subsidy 
programs for replanting and use of fertilizer. Domestic 
production of rice and other food crops is uncertain because 
of erratic rainfall from the southwest (spring) monsoon. 


Export earnings are expected to increase moderately in 1981 
with the main growth in petroleum products and garments. 
Export earnings from tea are likely to recover from 1980 when 
weakened price and drought affected quantities available for 
export. Earnings from rubber exports are likely to be off 
with some decline in production and weakening of overseas 
prices. Earnings from the export of coconut products may 
increase slightly from the poor performance in 1980, but 
production will continue to feel the effects of drought and 
government policies protecting supplies for the domestic 
market. 


Imports are expected to increase at about the same rate as 
exports in 1981 as spending on major development programs is 
brought under tighter policy controls and official credit 
policy favors exports. A steady growth in aid flows and 
private foreign investment, as well as increased tourist 
earnings and remittances from Sri Lankans in the Middle East, 
should help to offset some of the trade deficit. Gross 
external debt is likely to increase to $1,550 million at the 
end of 1981. Most of the additional debt probably will be 
long term so that the debt service ratio will continue at 
about 13 percent. The overall balance of payments should 
improve, bringing gross foreign reserves up perhaps to 

$450 million from $409 million at the end of 1980. 


This will be a critical year for Sri Lanka as it seeks to 
balance a satisfactory rate of growth, continued progress on 
major development programs and further reduction of unemploy- 
ment against the need to stabilize domestic prices, reduce 

the external imbalance and introduce development programs that 
result in production after a relatively short gestation period. 
It will have the support of the International Monetary Fund 

in meeting import needs as it seeks to achieve greater eco- 
nomic efficiency by following liberal economic policies. It 
will borrow from the IMF during 1981 the remaining SDRs 150 
million available to it under the Extended Fund Facility 
arrangement entered into for the 1979-81 period plus 

'SDRs 25 million under the Compensatory Facility. It will 
continue to receive development assistance from a World Bank- 
led aid group with assistance commitments in 1981 approaching 
$1 billion. The Government has been successful during its 
first 3 years in transferring resources from consumption 
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to investment, but greater domestic savings are needed to 
meet local costs of development programs. Resource needs 
for public sector development programs will cause some 
restraining of the private sector (especially credit), 
although the Government remains committed to the liberalized 
economic model that it has followed since 1977. Adequate 
producer incentives remain a main plank of government eco- 
nomic policy as the route to improved economic performance. 


IMPLICATIONS FOR THE UNITED STATES 


TRADE: United States-Sri Lanka trade is expanding. In 1980, 
imports from the United States amounted to $90 million, about 
33 percent of which consisted of wheat, most of which 

was sold under the PL 480 concessional sales program. 

Imports from the United States rose by 15 percent in 1980, and 
the United States was in sixth place among suppliers to 

Sri Lanka with a 4.4 percent share of the country's total 
imports. The U.S. share was down from 5.3 percent in 1979, 
7.2 percent in 1978 and 8.6 percent in 1977. Exports to the 
United States totaled $117 million, consisting mostly of 
garments and tea. As exports to the United States increased 
1l percent over the 1979 level, the United States remained 

in first place as a market for Sri Lanka exports with a 

11.2 percent share of the country's total exports. Increas- 
ing levels of foreign aid and Sri Lanka's liberal import 
policy provide opportunities for American exporters. There 
also will be greater opportunity to sell wheat under PL 480 
as well as commercially as Sri Lanka shifted over in 1980 

to importation of wheat rather than wheat flour with the 
opening of the large "Prima" flour mill. Construction 
equipment and supplies, light machinery for industry, 
agricultural machinery, office equipment, phosphate ferti- 
lizers, insecticides, cotton, and pharmaceuticals offer good 
potential. While private imports now compete with government 
agencies, major imports are likely to continue to be made 
under government tenders. Information on tenders is avail- 
able from the U.S. Department of Commerce and from the 

Sri Lanka Embassy in Washington, D.C. With expansion of 

Sri Lanka as a market, an increasing number of American 

firms are finding it advantageous to appoint local agents in 
Colombo. 


INVESTMENT: U.S. direct investment in Sri Lanka is presently 
estimated at approximately $7 million. Sri Lanka has hung 
out a welcome sign to foreign investors seeking to enlist 
their capital, technical and management know how, and know- 
ledge of markets to expand production for export. In 1980, 
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it sent investment promotion missions to a number of 
countries, including the United States. A similar number 

of investment groups have come to Sri Lanka from most of the 
developed countries, including in May 1980 a U.S. Government- 
sponsored investment mission led by the Overseas Private 
Investment Corporation. An increasing number of American 
company representatives came to Sri Lanka in 1980 and the 
first half of 1981 to explore opportunities for establishing 
manufacturing facilities. American firms considering location 
in Sri Lanka should make careful arrangements to meet their 
power needs, since the country has faced electric energy 
shortages over the past 3 years. 


Sri Lanka, through the Greater Colombo Economic Commission 
(GCEC), offers tax holidays and other concessions, including 
up to 100 percent foreign ownership for new enterprises 
locating in the Free Trade Zone, 18 miles north of Colombo, 
adjoining the Katunayake International Airport. By May 1981, 
about 3 years after it was launched, 37 firms already were 
manufacturing in the first 500-acre section. Another 13 
factories are under construction. Work has begun on a second 
110-acre section where Motorola will build its factory. As 
costs have moved up in Korea, Hong Kong, Taiwan, and Singapore, 
Sri Lanka's economic policies and large supply of low-cost 
relatively well-educated labor make it increasingly attrac- 
tive for labor-intensive industry to locate here. With the 
first phase, consisting primarily of garment manufacturing, 
completed, the GCEC is looking to electronics and other 
Similar industries to provide additional employment, new 
skills, and perhaps production with greater added value. 
American firms interested in exploring joint ventures for 
export with Sri Lankan firms outside the Free Trade Zone are 
entitled to‘the same benefits, since the GCEC is now allowed 
to license 100 percent export-oriented operations anywhere 
in the country. The Foreign Investment Advisory Committee 
(FIAC) is responsible for other foreign investments for both 
local and export markets. More information about the Free 
Trade Zone may be obtained from the Greater Colombo Economic 
Commission, 14 Sir Baron Jayatillake Mawatha, Colombo l, 

Sri Lanka. Information about opportunities and benefits 
outside the Free Trade Zone may be obtained from the Foreign 
Investment Advisory Committee, Ministry of Finance and Plan- 
ning, P.O. Box 1689, Colombo. The three American banks 
located in Colombo -- American Express International Banking 
Corporation, 11 York Street, Colombo 1; Bank of America, 

324 Galle Road, Colombo 3 and Citibank, Iceland Building, 
Galle Road, Colombo 3 -- also may be able to provide infor- 
mation. 
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Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 
US. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect US. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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WORLDWIDE 
BUSINESS 
OPPORTUNITIES ... 
FREE! 


Here's acalendar of U.S. trade promotion events to be 
held abroad during the upcoming months. It’s yours free 
for the asking. You'll find out about exhibitions, trade 
missions, and seminars featuring specific U.S. products 
and services, where they're being held, and whom to 
contact for more information. Whether your products are 
agricultural machinery or textiles manufacturing 
equipment, energy systems or computers, we've got an 
exhibition custom tailored to your export needs—and 
designed to introduce your products to ready and eager 
buyers overseas. 


Send for your free copy of the Overseas Ex 


Promotion Calendar today. Your world markets are 
waiting. 
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MAIL TO: 


U.S. DEPARTMENT OF COMMERCE 

t Trade Administration 
Office of Export Marketing Assistance 
Export Communications Section, Rm. 4009 
Washington, DC 20230 


Yes! Please send me my free copy of the Overseas Export Promotion Calendar. 


Name Title 
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